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Our Macro Story 


* Deunionization had a macro effect, 
moving from mono poly wage 
determination (F&M) to mono psony 
(pre-1 930s view of labor market). 

* Macro policy pre-1 980s and pre- 
deunionization dominated by notions 
of wage-push inflation and wage-price 
spirals 

- Eisenhower exhortations 

- Kennedy guideposts 

- Nixon wage-price controls 

- Ford exhortations 

- Carter wage-price guidelines 

* Surprisingly, such notions lingered 
(linger?) long after deunionization 
among policy makers and 
macroeconomists 






Our Micro Story 




Unlike usual notion in economics 
of “competitive” labor market as 
optimal, monopsony suggests 

- Wage is too low 

- Benefits are too low 

- Conditions are suboptimal 

- Income distribution squeezes 
labor’s share of national income 
(cyclically adjusted) 

• 1959 61 . 6 % 

• 1969 64 . 9 % 

• 1979 66 . 7 % 

• 1990 65 . 6 % 

• 2000 64 . 4 % 

• 2006 63 . 0 % 




Building the House of Macro 
on Micro Foundations 
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NAIRU 



= non-accelerating 
inflation rate of 
unemployment 



Not to be 
confused with. 



Nehru 









(Too?) Many stories of 
why the NAIRU was so 
low in the 1990s 



•Productivity/technology 
reduced unit labor costs 

•Globalization: competition 
through trade 




(Too?) Many stories of 
why the NAIRU was so 
low in the 1990s 



Problem: Productivity/ 
technology and trade stories 
are potentially labor-displacing 
which could raise NAIRU. 



Moving from a “monopoly” 
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Moving from a “monopoly” 
wage labor markets 



...where a fall in demand reduces 
employment and employers lay 
off workers 



Decline in Union 
Coverage 


Union Representation Rates for Wage and Salary 

Workers (Percent) 
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in Year 
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“Major” = involving 
1 000 or more workers 


o 



Concession Bargaining 
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Monopsony is the 
mirror image of 
monopoly 



Buyer Power Rather than 
Seller Power 

(Employer is buyer in labor 
market.) 



Move to a mono psony wage 



...where a fall in demand leaves 
employment unchanged and 
employers “lay off” vacancies. 


Monopsony 
(in the labor market) 



Company 
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Company 

town 



Standard example 
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Standard example 



Wait a minute! 


SATO EUXAY, DEC HUBER *. 2003 
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Crushed 
in the 
rush for 
bargains 


3 -month job toll: 1.25 million 

Losses th eaten to create a self-sustaining downward, cycle 
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Sentencing reveals 
a contrite Simpson 
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A gorilla war in Congo 
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What about? 




Wait a minute! 



Haven’t you forgotten? 


Wait a minute! 



Haven’t you forgotten? 




Wagnerian Answer 



Haven’t you forgotten? 




Not Richard... 



Haven’t you forgotten? 


But Robert F.... 



Haven’t you forgotten? 





National Labor Relations Ac( 
(Wagner Act) of 1 935: ^ 
Preamble 




“The inequality of bargaining 
power between employees... 
and employers... tends to 
aggravate recurrent 
depressions by depressing 
wage rates and the 
purchasing power of wage 
earners...” 


Haven’t you forgotten? 


Mono psony wage labor 


wage 
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...where a big shock overcomes 
the cushion effect and produce a 
drop in employment. 


1/2/1971 


Old recessions: 0.6-0.9 


Weekly New Ul Claims as Percent of Covered Employment: 
Jan. 1971 - Early Nov. 2008 



New recessions: 0.4-0.5 
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yen and fraBOtha dollar wifi 
l buy tomorrow Will depenS "oil 
, decision* of other countries, in 
. some countries, the value of the 
' dollar may "float." moving up 
and down In day-to-day ex- 
c her. gee. A period of turmoil In 
the foreign-exchange markets 
. Is til but cerulr. which means 
uncertainty for American tour- 
ists, exporters and Importers. 

The President said he on 
taking the action to stop •'the 
attacks of International money 
speculators” against the dollar. 
Ha did Dot raise the official 


Hate T Pursues British -Troops in Ulster 

--By -BERNARD WEtNRAUB Butcher a 32-year-oW para- people." said Pvt. David Rud- 
iMki.n.snimn>a ' trooper leading a plaloctr-of kin, a It-year-old from Not- 
BELFAST,- Northern Ire 7 ' 30 men In the CathtsBc tjokr- tinghira. "They put women 
land. Aug. 15 — They walk * ter. “Sure, they speak, Eng. _ and children In' front of them 

alowly down darkened^pdjig- lislt and drink tea — but that's and open, up fire on us. 

’ f*cld Road.. g.ipplag loaded about it." . ' Some gutxf 


Ing at the narrow streets dlers In Northern Ireland- 
covered rwith glass,: plies of ’ the highest number abacs riot-"" 
brick »r.d'bt£roed-ost "fund- lag- hroke'oun In 19t3— the 
-J ufe - ' -- ■yt - . past week of violence has 

-- CTI'I like a foreign— am r^~ evoked terros and anger. - 
try. herety^aaJd Sgt. Colin ^ ’iThc/re -.rubbish. .the** 


NT added: — r . . 

“The measures to bolster the 
dollar are particularly gratify- 
ing to me. 1 expect to be able 
to support tba Preildan! In 


foreign car, or take a trip 
abroad, market toed: tloc i may 
cause your dollar to buy alight- 
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A BETWEEN DOLLAR AND GOLD 


A WORLD EFFECT 


Means Others Face 
n^arl ty UecTsions - 


,By EDWIN L DALE Jr. 
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WASHINGTON.' Aui 15 — 
President Nlxoo announced to- 
night that henceforth the United 
State* woo Id cum to 'convert 
forelgn-held dollar* Into gold — 
unilaterally changing the 25- 


REACTION -MIXED 

aRsfield- Pleased by 
Wage-Price Action— 
McGovern Critical ; 

By CWl-Tro«n3fEVDON 


SPEAKS TO NATION 


Urges Business Aid to 
Bolster. Economy— a 


WASHINGTON, Aug. 
Politician*- and political 
mlsu who commented on Presi- 
dent Nixon's speech tonight 
drew careful dlstlnctiona -be- 
tween the domestic and Inter- 

t -erpri 
greater gupport’ ... — 
end pritjb free re than for his 
action on the Inte rnationa l po- 
sition Qf the dollar. 

The Senate Democratic lead- 
er. Mike Mansfield of Montana, 
celled 1 the wage- price freeze 
“harjh but very neceasary."' 

“{‘m delighted that his pa- 
tience has finally run out." the 
Montanan said. 

Javlte Is Gratified 


.- President Nixon after delivering televised address 


Highlights of. Nixon Plan 

WASHINGTON. Aug. 15— Following or* th* high- 
light* of Prttidem Nixdn'a address tonight.- 

Wages and price* — The President ordered a 90-day 
freer er Oft wage* and price* -and ertnbhahed ar~Co»t- ef — 
living Council Id administer tba frees* and recnasnend 
jsaasum to. rteWixe .wages sod prices afterward Ha . 
also- Called on erjfperrs Ikons to extend thla traare to all 
dJVuJeAd*. _ . , -v 

Jnteraallooai VtooetaTy Policy— Mr. Nixon said the 
United Stare*' would 60 longer convert forrign-beld dollar* 
koto gold, thus allering the entire world monetary system. 


Budget Slashed 


wages ' and prices, req Dealing 
Federal tax cuts and making a 
broad range of domestic and 
mlematkinal moves designed 
r» iti-engibrn the dollar. * 

_ s 20- minute tddrecc 

cast and broadcast nationally, 
the Presktifi! appealed So Amerl- 
ti> iota him in creating 
Jobs, curtailing inflation 
and restoring confidence In th 4 
economy through “the 
comprehensive new eec. 
policy to be undertaken in 
nation in four decades.” 

Some of the* mearures , 
ixoo can Impose .temporarily 
hbn self and he faked for tol- 
erance aa he (loes. Other* re- 
quire Congroilooa! approval 
— although he proposed 
policies that hi* critic* 
on Capital Hili have been' urg- 
ing upon him — will doubtless 
long scrutiny before they 


Nixon imposes 

wage-price 

controls 

beginning in 1971 








Nixon imposes 

wage-price 

controls 

beginning in 1971 







Carter wage-price 
guidelines come 
under stress due to 
union settlements 
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However imprecise the measures of inflation expectations, cen- 
tral banks in America, the euro area and Britain have all saidrtrs 

important to keegjhenLai^^ 

Ben Ber&arioTlEe Fed chairman, admitted to gaps in knowledge 
^gouthow the actions of central banks affect inflation expecta- 
tions and how these affect inflation, the focus is usually on the 








Attention macro policy makers and 
macroeconomists: 


“Be careful about what 
you say. It might be 
what you think!” 


Erickson & Mitchell. (October 2005). Not 
yet dead at the fed: Unions, worker 
bargaining, and economy-wide wage 
determination. Industrial Relations , Vol. 
44, No. 4. 


Warning! 


WARNING! 


Warning 


This is collective bargaining 
language and thinking: 

*Workers will “demand”... 

•Workers won’t “accept”... 






What shouldn’t the 
new president do? 



‘A NEW DAWN’ 

Barack Obama elected first African-American president 






What shouldn’t the 
new president do? 



Better to diagnose labor market 
properly and don’t worry about 
wage-push inflation 
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